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Romanian insurance industry has a 
competitive market, having, however, a deep 
character of heterogeneity, which has had an 
impact on different financial ratios that define 
it. In an international framework, non-life 
insurance market in Romania was a different 
pattern as compared to similar markets from 
Central and Eastern Europe and in relation to 
similar markets from 42 countries in the 
world, with a growing trend, even in the year 
2009, when this sector stagnate or even 
decreases. In Romania, within the class of 
non-life insurance, motor third party liability 
insurance ranks second, as a source of 
income and expenses, even since 1990. 
Peculiarities of this type of insurance 
motivated a detailed analysis based on its 
compulsory character, together with public 
availability of the financial information. In 
order to better understand the developments 
for this class of insurance, for 2005-2008 a 
wide range of financial indicators was used 
such as gross written premiums, gross claims 
payable, loss ratio, coverage rate, solvency ratio, etc. Even if the risk 
management had no major problems, nevertheless this insurance 
class faced some difficulties, especially regarding the growing trend 
for the loss ratio, the solvency margin, the casualty and coverage 
ratios and for the outstanding claims reserve adequacy. In addition, 
correlations between different financial indicators specific to the 
sector, analyzed over a period of four years, provided additional 
findings for a deeper understanding of the characteristics of this 
insurance class. Overall, some correlations between indicators had 
normal levels and directions, but some of the results revealed some 
anomalies, which can be attributed to the fact that non-life insurance 
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1. Introduction 
The insurance market in Romania had a more consistent
growing trend in the recent years, but still the low level of
insurance penetration proved that more steps must be
done, primarily in terms of people’s mentality to recognize
the usefulness of this sector. Since 2006 began a more
active process of concentration on the Romanian
insurance market, through several mergers and
acquisitions that took place, with participation of foreign
companies active in the field. Positive aspect in this
regard is the expected financial stability of the companies
which recently have been formed (Dragotă et al., 2009). 
Although the insurance sector is one of the most profitable
in Western Europe and USA, in Romania insurance
companies had difficulties arising mainly from the
consumer outlook. Moreover, Romanian citizens had a
distorted perception on the insurance sector due to some
adverse economic events that have succeeded in certain
periods (bank failures, the collapse of some investment
funds and even possible bankruptcies of insurance
companies). This feature is explained, for all former
communist countries, by the fact that the transition to
capitalism came with the abolition of state monopoly in
insurance, meaning a small range of insurance products,
and numerous internationally insurable risks were not
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accepted through that system. Without a monopoly 
scheme, the market began to become increasingly 
competitive, but with an obviously and increasingly degree 
of concentration. However, the concentration phenomenon 
can have two totally opposite effects: on the one hand, a 
negative effect, as to be limited the balanced participation 
of all insurance companies in a competitive environment, 
and on the other hand, a positive one, to have insurers with 
a more healthy capital structure (with high level of share 
capital), which corresponds to the particular social 
component of this economic sector (Dragotă et al., 2009). 
For a consistent development of the insurance market is 
necessary to change the mentality of people-potential poli-
cyholders. Prior to this change, insurance provided by ADAS 
was perceived as a tax, so a mandatory expenditure, and, in 
any case, not a necessity for the insured persons. This 
perspective has not gone so far, and an appropriate exam-
ple is the degree of insurance coverage in mandatory motor 
third party liability insurance (MTPL). Insurance is manda-
tory and consequently, all vehicles must be insured. This 
was not done, even if a specific database was established 
(CEDAM). In Romania, between 2005 and 2008, the third 
party liability coverage stood at 65% values, if we refer to all 
the registered vehicles or to 87%, if it was considered only 
registered vehicles with new numbers. These percentages 
remained constant throughout the period under review, 
including in 2009 (according to the Insurance Supervision 
Commission Report, 2009). This information, together with 
the non-correlation between the tariffs for MTPL insurance 
and the indemnities paid, are considered the main features 
affecting this economic sector. In addition, lower is the 
degree of coverage in the MTPL insurance, more it is 
diminished the ability of this market to compensate victims 
of accidents with unknown authors or involving uninsured 
vehicles. The reason is that these sums rises from the 
Street Victims Protection Fund, constitutes from the 
premiums received by the insurance companies.  
Peculiarities of the motor third party liability insurance 
(mandatory) and its more pronounced social character, re-
quires a careful analysis of specific financial ratios. Thus, 
Section 1 of this study was a survey of the most important 
events for the Romanian insurance market during the pe-
riod 2005-2009, closely linked to the changes occurring on 
the car market, associated with the developments of the 
most important financial indicators which were influenced 
by these changes. Romanian non-life insurance market has 
been integrated into a broader context that included, firstly, 
26 European countries, and then, 42 countries from the en-
tire world, showing, on the one hand, its status as emerging 
economy, with a growing trend even in the financial crisis, 
and on the other hand, it’s much lower level of insurance 
penetration - premium as a percentage of GDP. In Section 2 
was carried out a detailed analysis of indicators for income, 
expenses, risk and return for the MTPL insurance class in 
2005-2008. In Section 3 were analyzed some correlations 
between previously determined financial indicators. 
Assuming that policyholders should make an objective se-
lection of their insurance company, in addition to meticu-
lous analysis of the clauses contained in the insurance con-
tract, an accurate analysis of the "messages" is required, 
sometimes contradictory, transmitted through the direction 
and the intensity of correlation between different financial 
ratios. The dynamic analysis confirmed that changes may 
occur anytime in the specific activity of the insurance com-
panies, due to special circumstances which can signifi-
cantly affect their work. Section 4 concluded this study. 
2. Significant Developments on the Romanian 
Motor Third Party Liability Insurance Market 
During 2005-2009.  
Brief Analysis in an International Context 
The increased the number of vehicles, together with 
intensified road traffic and a strengthening risk of traffic 
accidents are the most important reasons that made from 
the protection of victims of traffic accidents a very 
important social problem. As a result, many countries 
(including Romania) instituted the compulsory MTPL 
insurance. Due to its particular implications this decision 
cannot be left to the discretion of each vehicle owner. In 
the MTPL insurance are included - with some exceptions - 
all natural and legal owners of vehicles, subject to 
registration and use on public roads. They are also obliged 
to have such an insurance policy foreign persons using a 
vehicle on the Romanian territory, unless they had 
international insurance documents available for Romania. 
The year 2005 was very important for compulsory MTPL 
insurance segment, representing the beginning of a 
liberalization process on tariffs for premiums. Thus, 
according to the Romanian specific regulations, to under-
write in the years 2005 and 2006, authorized insurers for 
MTPL insurance have set their premium rates by reducing 
or increasing the reference prices set by regulations. In 
2005, the allowed range of premium rates was [-10%, 
10%] compared to baseline data, and for the year 2006 
was between [10%, 20%]. Since 2007, this segment was 
entirely liberalized, the insurance companies being able to 
set their own premium rates, depending on criteria such 
as the results achieved for this class, the average claims, 
the loss ratio, the loss frequency or their acquisition costs.  
In 2007, an important event in this period of time was the 
admission of Romania as a signatory party of the 
"Multilateral Agreement between National Motor Insurers' 
Bureau from Member States of the European Economic 
Area (EEA) and other associated states". After that, the 
Green Card car insurance was incorporated into MTPL 
insurance policy. Based on gross written premiums higher 
than before the merger, the insurance companies took 
responsibility for claims arose on the territory of EU 
Member States plus Switzerland, Croatia and Andorra. 
Since 2007, the anticipated data for the MTPL insurance 
emphasized a growing trend for premium rates, up to 60% 
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(for the year 2008 related to the previous year). However, 
the real data proved that the growth rates were not quite 
so large, leading to lower values, between 7% and 25%. 
For Romania, one of the main causes of these increases 
has been considered the requirement to be aligned with 
EU constraints regarding the minimum amount of com-
pensation for accidents. Until 2012 is mandatory to 
achieve the limit of 1 million euro per event for material 
damage and, respectively, 5 million per event for injury 
accidents. A second important reason was the continuing 
growth for the loss ratio. According to data from the Ro-
manian Insurance Supervisory Commission (ISC) through 
its annual reports, the loss ratio increased continuously 
from a value of approx. 49% in 2005 to 52.5% in 2006, 
53% in 2007 and 68% in 2008, followed by a further 
increase, around 70% in 2009. It can be added other 
causes, such as a high value for national park vehicles, 
particularly by buying more expensive vehicles. 
According to ISC Report for 2009, in case of motor 
insurance, "the year 2009 was the year when some im-
portant norms issued by the Insurance Supervisory 
Commission entered into force. Such norms regulated 
some procedures to support policyholders and injured par-
ties by cutting down on the time spent for the settlement 
of claims. Such procedures, which are in line with Euro-
pean practices in the field, were implemented in Romania 
for the first time. Thus, starting with 1 January 2009, in 
accordance with the Norms concerning the procedure to 
prepare and issue the car repair document, any driver who 
owns Casco insurance coverage and is involved in an 
accident whereby only his/her own vehicle was damaged 
may get the car repair document directly from his/her own 
insurance undertaking and presence at the police station 
is no longer required.” 
For the entire analysed period, the MTPL insurance mar-
ket has been marked by, sometimes dramatic, changes 
regarding the number of annual insurance policies. Official 
data pointed up the changes from 6151000 insurance 
policies in 2008 to 6086000 in 2009. However, the os-
cillations were much larger before these years, from 
965000 to 5845000 MTPL insurance policies in 2006, 
with a significant decrease in 2007, to 1398000 policies.  
For the MTPL class, the analysis of trends regarding those 
two indicators showed changes with significant 
amplitudes from one year to another. It can be noticed 
that the correlation coefficient between those variables 
had a very high value, (-0.96). For example, in 2008, gross 
written premiums get through a significant decrease, from 
5548 million RON to 1795 million RON (percentage 
change was around -68%) in the context of 340% increase 
in the number of policyholders. "The average insurance 
premium went up 21.63% in nominal terms, from 
approximately 292 lei in 2008 to approximately 355 lei in 
2009. The real growth rate of gross written premiums was 
14.89%, while the real growth rate of the average 
insurance premium was 16.13%." (ISC Report, 2009) 
Changes in the level of gross written premiums for MTPL 
insurance were correlated with the dynamics of the vehi-
cle’s registrations. Thus, the number of vehicles registered 
in Romania in each year was high and with a growing 
trend. According to data from the National Institute of Sta-
tistics, in Romania the number of registrations increased 
from 378097 in 2005 to 488450 in 2006, 547993 in 
2007 and, respectively, 706629 in 2008. 
According to data from the European Automobile Manu-
facturers' Association and Eurostat, compared with other 
European Union Member States, in 2006, Romania occu-
pied the last place for car density (per 1000 inhabitants). 
The highest value was registered in Luxembourg, with 661 
vehicles per 1,000 inhabitants, while in Romania the car 
density was only of 167 cars per 1000 inhabitants. In 
countries from Central and Eastern Europe, closer to Ro-
mania, as the Czech Republic this indicator recorded the 
level of 399 cars, in Poland 351 cars, in Hungary 293, 
247 cars in Slovakia and 230 in Bulgaria. 
In addition, if you look at the global indicators that 
describe the development of the non-life insurance mar-
ket (the penetration rate) it can be observed, on the one 
hand, a growing trend, and on the other hand its very low 
values, even compared with Central and Eastern Europe 
countries. According to Beck & Demirguc-Kunt (2009), for 
42 countries in the world, analyzed for the period 2005-
2007, the first conclusion is that the non-life insurance 
penetration rate had its greatest value in the year 2005, 
of 2.66%, followed by a decline to 2.55% in the next two 
years. If we extend the database to the period 1997-
2007, the highest value of the indicator was registered in 
2003, of 2.72%, but without any spectacular develop-
ments throughout the period, with slight decreases from 
2.37% in 1997 to 2.32% in 2000, followed by increases, 
up to a maximum of 2003, mentioned above.  
If the analysis is limited only to 26 European countries, in-
cluding both developed and developing countries, the non-
life insurance penetration rate recorded in each of those 
11 years, values greater than those calculated for all the 
42 states from America, Asia, Europe and Africa. 
Moreover, it can be mentioned a continuous upward trend 
in the period 1997-2003, from 2.61% to 3.03%. After 
2003, it was found a similar decreasing evolution for 
those 26 European countries, from 3.03% to 2.79%, as for 
the average penetration rates calculated with all 42 
states. The annual values for the European countries 
were, every year, higher than those for the entire data-
bases, with 42 countries. 
In this context, Romania had a good position due to the fact 
that, unlike those previous trends for the period 1997-
2007, the increase in non-life insurance penetration rate 
had been continuous, from 0.46% in 1997, to 1.41 % in 
2007. Also, the growing trend of this ratio was maintained 
in the coming years, even in the context of financial crisis, 
reaching values of 1.47% in 2008 and 1.54% in 2009. 
Despite these positive aspects regarding Romania, even 
the highest value, recorded in 2009, does not reach the 
levels recorded in Central and Eastern Europe countries, 
like Czech Republic, Hungary or Poland. Thus, the lowest 
value for 1997 was registered in Poland, 1.51%, followed 
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by Hungary, with 1.52% and the Czech Republic with 
1.76%. Even if all of them were under the average of 26 
European countries considered in the analysis, and also 
below the average values of the non-life insurance 
penetration rate determined for all 42 states, the degree 
of development of non-life insurance industry remains 
higher than the best year for Romania. During the period 
2005-2007, the penetration rates for Romania were 
between 45% (2005) and 55% (2007) from the average 
values determined for all 42 countries, and between 40% 
(2005) and 51% (year 2007) from the average values 
including 26 European countries. 
In Romania, MTPL insurance was ranked second in non-
life insurance class after insurance for land vehicles, with 
annually percentages varying slightly around value of 30% 
for the period 2005-2009. Therefore, increasing the 
liability insurance coverage would have a significant 
impact on the non-life insurance penetration rate.  
In recent decades, to develop the insurance industry, 
various studies have been made to identify its main 
determinants. Regarding the financial intermediation 
sector as a whole, the influences of a wider range of 
factors from the economic, social, regulatory, and political, 
cultural or institutional had been identified and tested. For 
example, for mutual funds, Khorana et al. (2005) consider 
factors related to the economic development of the 
countries under survey, to the institutional structure of the 
mutual fund industry itself, to the competition or stimulus 
provided by the financial system of to the population 
social characteristics for each country that constitute the 
basis of the demand for mutual fund shares. 
In order to explain the development of financial 
intermediary sector, Klapper et al. (2004) use a restricted 
number of indicators such as GDP per capita, the 
deviation and the average of stock market return, the 
stock market capitalization over GDP and dummies for 
financial crises and the type of financial system. In 
addition, the authors include a number of variables about 
the legal system quality, the political risk in each country 
and the voice and accountability as proxy for the 
governance quality in each country (Dragotă et al., 2010). 
Regarding the life insurance sector, the banking system 
can be an alternative, as they compete for the same 
investment capitals. Therefore, different authors analyze 
the banking system development, the banking 
concentration or the deposit insurance schemes role in 
stimulating investor’s confidence. Finally, certain social 
development indicators, closely related and statistically 
correlated with those of economic development, can be 
used as factors to explain the life insurance industries 
development: personal wealth, the education level, the 
newspaper circulation and the number of internet users in 
the country (Dragotă et al., 2010). 
Unlike many studies regarding the life insurance sector, 
for non-life insurance few tests were conducted in order to 
highlight the determinants of propensity to consume those 
financial products. Based on the utility theory, various 
studies such as those of Smith & Buser (1987), 
respectively Cleenton & Zellner (1993) showed that 
demand for insurance products to individuals depends on 
the income level, on the price of insurance, but also on 
the degree of risk aversion of potentially assured persons. 
Zietz (2003) made an excellent summary of the literature 
published in the last 40 years regarding the demand for 
life insurance products. It can be anticipated that some of 
these factors can be considered as determinants for non-
life insurance, too, such as age, the community 
involvement, the propensity to consume, the education 
level, employment status, access to information, etc. 
According to Zhang & Zhu (2003), "many prior researches 
focus their interests on the corporate demand for 
insurance (Core, 1997; Davidson III et al., 1992; Mayers 
and Smith, 1990; Yamori, 1999; Zou, 2003; Zou et al., 
2003). Beenstock et al. (1988) proves the influence of 
income on the property-liability expenditure. Browne et al. 
(2000), relying on the data for OECD countries, verifies 
that income, wealth, the percent of a country’s insurance 
market controlled by foreign firms, and the form of legal 
system in the country all have governing effect on the 
property-liability insurance consumption”.  
Zou et al. (2003) proved, in the case of China, that "the 
managerial decision to purchase property insurance is 
positively related to company size and insolvency risks. By 
contrast, the amount of property insurance purchased is 
positively related to systematic risks but negatively related 
to insolvency, unsystematic risks and company size." On 
the other hand, cash flow constraints, but even the 
geographical location of the company may influence the 
demand for non-life insurance products. 
With the aim of finding out the developing potential for 
MTPL insurance in Romania, a detailed financial analysis 
was performed, for the period 2005-2008. Subsequently, 
the direction and the intensity of the correlations between 
some of them were considered, outlining the trend for 
MTPL insurance economic in a general context of financial 
crisis occurred in the global economy. 
3. The Analysis of Financial Ratios for the MTPL 
Insurance Class for the Period 2005-2008.  
The Case of Romania 
The input data were provided by the Insurance 
Supervision Commission (ISC) Annual Reports, together 
with the insurance companies’ annual Reports, published 
on their websites. Based on these data, additional 
financial indicators were determined and used in the 
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analysis, both for non-life insurance, as a whole, and for 
the MTPL insurance class.  
The financial indicators were grouped into four categories, 
namely: indicators of income (gross written premiums, 
GWP), indicators of expenditure (gross indemnities paid, 
GIP; outstanding claims reserves, net of reinsurance; 
unearned premium reserves, net of reinsurance), 
indicators for the results (net income, technical account 
for non-life insurance, MTPL account) and other indicators 
(subscribed shared capital, liquidity rate, solvency ratio). 
Another set of indicators were determined in this study: 
the loss ratio for MTPL insurance, casualty ratio, coverage 
ratio, unearned premium reserve adequacy and 
outstanding claims reserve adequacy. The analysis for 
MTPL insurance has been made compared with those 
equivalent indicators for non-life insurance class, with 
additional explanations regarding the intensity of the 
correlations between them.  
For the period 2005-2008, in Table 1 the descriptive 
statistics were presented, for each of the above 
  Table 1 
Descriptive statistics for non-life insurance and MTPL insurance for the period 2005-2008 
 
  GWP  GWP  GIP  GIP  Net income  Technical 
account  MTPL 
  Non-life 
insurance  MTPL class  Non-life 
insurance MTPL class  Non-life 
insurance
Non-life 
insurance  account 
2005               
Minimum  3,586,151 857,517  830,913 0 -36,103,207 -23,892,696  857,517
Maximum  801,677,832 225,551,673  416,129,290 126,243,739 36,018,334 29,905,803  99,307,934
Mean  199,186,365 60,323,520  101,179,570 27,595,556 -636,519 68,850  32,727,964
Median  138,733,717 32,334,618  74,842,836 10,729,298 263,412 207,558  18,189,445
Standard 
deviation  216,747,281 64,637,998  114,605,353 33,816,845 15,869,477 14,181,296  32,701,309
Coeff. of 
variation  108.82% 107.15%  113.27% 122.54% -2493.17% 20597.32%  99.92%
2006     
Minimum  7,886,582 4,150,830  2,391,899 1,274,208 -122,228,351 -116,909,798  1,615,532
Maximum  1,028,655,452 200,507,553  579,073,796 122,844,751 31,119,900 40,496,266  79,527,314
Mean  287,480,677 82,080,427  159,074,549 44,206,982 -8,170,179 -11,398,870  37,873,444
Median  257,966,278 78,601,246  116,368,109 42,329,851 -773,693 -1,690,315  36,271,395
Standard 
deviation  268,421,217 65,186,299  156,833,071 39,400,836 35,058,800 35,697,231  27,309,293
Coeff. of 
variation  93.37% 79.42%  98.59% 89.13% -429.11% -313.16%  72.11%
2007     
Minimum  6,858,138 543,543  601,685 38,093 -107,445,207 -102,117,708  505,450
Maximum  1,137,608,897 238,142,658  662,718,829 123,386,066 34,098,003 40,121,587  131,109,297
Mean  338,890,889 93,764,237  187,550,104 52,394,577 -17,212,929 -19,096,829  41,369,660
Median  293,550,573 75,383,531  159,032,064 53,588,298 -11,571,331 -10,184,953  23,547,561
Standard 
deviation  328,237,710 79,387,078  185,308,481 42,210,116 36,125,810 33,196,995  40,598,452
Coeff. of 
variation  96.86% 84.67%  98.80% 80.56% -209.88% -173.84%  98.14%
2008     
Minimum  7,088,537 748,751  3,435,338 578,063 -184,972,159 -184,852,176  170,688
Maximum  1,278,805,131 281,922,318  757,048,887 194,613,329 141,093,435 175,835,527  103,831,020
Mean  417,227,918 115,221,698  247,699,534 78,632,418 -36,033,450 -39,048,557  36,589,281
Median  343,607,440 101,297,863  192,519,980 70,199,759 -17,708,933 -15,214,119  27,220,277
Standard 
deviation  387,910,730 92,485,837  239,230,674 63,850,198 78,113,056 89,424,153  36,670,681
Coeff. of 
variation  92.97% 80.27%  96.58% 81.20% -216.78% -229.01%  100.22%
 
 
Source: Our own findings. 
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mentioned financial indicators. They were determined for 
seventeen insurance undertakings, authorized to provide 
motor third party liability insurance policies. 
Gross written premiums are the most important type of 
revenue for any insurance company. The gross written 
premiums from MTPL represented a significant share 
from total gross written premiums, for non-life account, 
ranging between 23% in 2005 and 30% in 2008. For the 
MTPL insurance, a yearly growing trend was identified, 
although some companies had seen decreases during 
the period 2005-2008 (some companies had lost 
customers for others), as a result of more expensive 
insurance policies. 
Although 2008 can be considered a year of crisis, 
according to the minimum values, only the year 2007 
had a decrease trend. Otherwise. increases were 
recorded for both classes (non-life insurance and MTPL). 
Changes from one year to another are significantly 
different; in the case of non-life insurance, for 2005-
2006, the increase was over 100%, while for the period 
2007-2008 it can be mentioned only a slight increase, 
about 3.35%. For MTPL, the annual changes were 
significantly different, from 384% for 2006, to -87% for 
2007, respectively, 37% between the last two years 
analyzed.   
For non-life insurance, the maximum values had a 
different pattern, with continuous growth, but the growth 
rates were different for the two above mentioned sub-
periods: from 28.31% in 2006 compared to 2005, to 
12.41% in 2008 compared to 2007. Regarding the 
MTPL class, the annual changes had different extents, 
around 18% for the period 2006-2008, and even a 
decrease of 11% in 2006 next to the previous year. 
Although it must be considered with caution in this case, 
also the average values of gross written premiums for 
non-life insurance registered a rising trend, similar for 
both sub-periods, although the scale of those changes 
were higher than for minimum and maximal values 
annual changes (for example, in 2006 the change was 
about 44% and in 2008 about 23%). For MTPL, although 
the direction of the changes was similar, the extent of 
these changes was lower (respectively 36%, 14% and 
23% for the entire period). All these figures highlighted 
that the non-life insurance market remained highly 
concentrated, for the entire analysed period. 
Discrepancies between insurance undertakings provided 
motor third party liability policies had a growing trend 
and the average values allowed only partial evidence of 
this phenomenon.  
The median is considered a more appropriate statistical 
indicator to be used when the database contains few ob-
servations, and their variability is large, as is the case of 
this study. For each year, the median values for non-life 
insurance gross written premiums were less than the 
average ones, but the difference between their levels in-
creased from one year to another, from 11.4% to 21.4% 
(2006-2008). It was outlined a perspective of growing 
companies, taking into account the required increase for 
the entire insurance market, which can be achieved in a 
long period of time. The year 2005 registered the highest 
difference, of 43.5%, between the mean and median va-
lues for gross written premiums for the non-life 
insurance class. Between 2005 and 2007 for MTPL, 
these differences were even higher (87% and 24%, 
respectively).    
These differences need to be carefully reviewed 
regarding the risk associated, firstly by calculating and 
interpreting the standard deviation of MTPL gross written 
premiums. It was found very high levels of this indicator 
in each year analyzed, with a growing trend from 2005 to 
2008. A similar evolution can be observed on a more 
general case of non-life insurance, with even much 
higher values.  
  The coefficient of variation, very useful to verify the 
representativeness of the average values and to analyse 
the homogeneity of the data series, proved very large 
differences among companies, the annual values far 
exceeding 35%. Exceeding this level allows rejection of 
the hypothesis of homogeneity, so that the average 
values become less representative for the data series. 
Gross indemnities paid are the main type of expenditure for 
the insurance undertakings, thus influencing the level of 
their financial result. The minimum values for MTPL gross 
indemnities paid had no extremely high levels, compared 
with the revenue from insurance premiums, which 
created the premises for higher profits. In 2005, for 
"Generali" undertaker, the value for gross indemnities 
paid was even zero, with a corresponding value of just 
857517 RON for gross written premiums (the lowest 
level on this market). Similar developments can be 
identified for the entire non-life insurance market.  
The  maximum values f o r  M T P L  i n s u r a n c e ,  h a d  n o  
significantly changes in the period under review, which 
can be considered as a positive aspect for the insurance 
companies. Also, it can be noticed that their maximum 
values had not exceeded the corresponding values for 
premium revenues. Even in 2008, considered generally 
as a year of crisis, while gross indemnities paid 
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increased with 57% from the previous year, the growth 
rate for gross written premiums was higher. 
The average values for MTPL gross indemnities paid had 
not exceeded the corresponding revenues from gross 
written premiums. Despite the significant increase with 
60%, in 2006 compared to 2005 and with 32% in 2008 
compared to 2007, in every year these average values 
had been exceeded by the gross written premiums. 
Except 2005, the median values were closed to the 
average ones, which sustained the above mentioned 
trend. Although the annual indemnities paid increased, 
with the highest value in 2006, the MTPL account 
remained positive. 
The risk associated to the gross indemnities paid was 
smaller than for the gross written premiums, but higher 
annual growth rate must be mentioned. The coefficient 
of variation keeps the similar conclusion reached for the 
revenues, ranging from 123% (2005) to 81% (2008). 
The heterogeneity of the data series was obvious. 
The total amount of gross indemnities paid increased from 
one year to another, as for MTPL, but also this finding is 
not surprising, given the fact that similar developments 
had the revenues in the same period of time. The 
minimum values were at a low level in 2005 and 2007, 
below those for the gross written premiums. The year 
2008 indicated a dramatic increase, with 471%. 
The maximum values recorded increases in each of the 
years analyzed, which had affected the profit of the 
insurance companies, but this upward trend was 
registered by the gross written premiums, too. The “great 
picture”, for the period 2005-2008, revealed that the 
MTPL underwriting activities were profitable ones.   
Regarding the average and median values, their trends 
were similar to that of the maximum ones, showing a 
growing trend, as for the revenues. Median values were 
lower than the average ones. The risk levels were high 
and increasing from year to year, and the coefficients of 
variation had also extremely high values that 
characterized heterogeneous data series. 
It had to be mentioned the unfavourable annual values 
for the net income and for technical account for non-life 
insurance, achieved by all the seventeen insurers from 
the database. As exceptions, it can be bring up the 
median positive values for the net income in 2005 and 
the average and median values for the technical account 
in the same year. In all other years, these variables 
indicated financial years with losses. According to the 
median values, it appeared that the technical account 
for non-life insurance class increased annually, with 
spectacular losses. The values for the coefficient of 
variations were extremely high, highlighting once again, 
more deeply, the huge differences between Romanian 
insurance companies. Although most of them reported 
losses each year, the differences between these 
companies were significant.  
The number of companies with annual losses increased 
every year. If, for example in 2005, from seventeen 
companies only seven recorded a negative technical 
result, in 2007 from sixteen companies only two of them 
recorded profits. The year 2008 marked a slight recovery, 
with five profitable non-life insurance companies. This 
trend can be explained by the fact that the Romanian 
undertakings are growing companies, accepting a lower or 
even a negative financial result, to increase their market 
share. The most part of the Romanian insurers are 
financially upholded by the "parent companies" that 
operate outside Romania, which probably allow them to 
support this market policy and, ultimately, even their 
survival. Moreover, the tax advantage can be an argument 
for their financial losses. 
Furthermore, the result for MTPL (MTPL account) was 
determined, as the difference between gross written 
premiums and gross indemnities paid. Both minimal and 
maximal values registered a sinuous evolution during the 
period 2005-2008, with highest values in 2006 and 
decreases in 2008. For MTPL insurance in 2007, the 
median values revealed the least profitable year and 
2008 indicated a relapse year. The annual coefficient of 
variation exceeds 35%, but with much lower values then 
those for the net income or for the non-life technical 
account. 
Table 2 continues the analysis for the seventeen 
Romanian insurance companies which underwrite 
insurance policies in each year during the period 2005-
2008, using the same descriptive statistics.  
Legal regulations regarding the minimum share capital 
and new contributions from foreign capital can be 
considered premises for the development of Romanian 
MTPL insurance class. In 2009, the only three insurance 
companies with prevalent Romanian equity, who 
underwrite on MTPL class, were: "ABC Insurance", 
"Carpathian Insurance" and "Astra Insurance", the other 
companies being controlled by some important European 
companies, especially Austrian ones. This analysis did not 
revealed significant differences between these two 
categories of insurers, those with Romanian share capital 
cannot be considered poorly capitalized, or to have 
inadequate trained staff. 
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Following the static and dynamic evolution for the 
subscribed share capital, the first conclusion was related to 
the increase, with about 50%, for the minimum values 
registered in 2006 compared to the previous year, 
followed by stabilization, in the next three years. The 
maximum, average and median values also increased 
during the period under review. Considering the high value 
of the variation coefficient, over 35%, the median values 
were the most relevant in this analysis. The rate of annual 
increase varied between 32% (in 2007 over the previous 
year) and 77% (in 2008 compared to 2007). All the 
seventeen insurance companies reached the minimum 
share capital required by law.  
According to Romanian regulations, the outstanding claims 
reserve is monthly created and updated, based on 
assessment for outstanding claims received by the 
insurer, so that from the established fund to meet these 
expenses. The evolution for MTPL insurance class was 
similar to the evolution of corresponding gross indemnities 
paid. However, its volatility related to the average value 
was even three to four times lower. However, the 
heterogeneity conclusion was maintained, with even 
higher values for outstanding claims reserves related to 
the MTPL class, as opposed to the case of gross 
indemnities paid. 
  Table 2 
Other financial indicators concerning MTPL for the period 2005-2008. The case of Romania 
 











claims reserve Loss ratio  Coverage  Casualty 
2005  capital  MTPL  MTPL  adequacy  adequacy  MTPL  ratio  ratio 
Minimum  8,000,000  0  200,276 13.91% 0.86% 0.00%  0.28  0.05
Maximum  157,684,417  25,318,926  65,877,166 69.37% 53.93% 216.47%  3.53  5.67
Mean  38,464,881  7,342,495  17,449,549 37.46% 34.63% 61.22%  0.85  1.61
Median  27,904,758  3,229,824  10,828,947 33.01% 39.46% 57.49%  0.51  1.46
Standard 
deviation  38,871,797  8,608,302  19,566,805 18.16% 15.10% 46.97%  0.96  1.62
Coeff. of 
variation  101.06%  117.24%  112.13% 48.48% 43.59% 76.73%  112.62%  100.45%
2006             
Minimum  12,000,000  277,418  853,302 21.45% 18.70% 38.75%  0.32  0.35
Maximum  192,712,534  37,930,691  66,528,794 53.20% 72.26% 203.88%  2.03  4.15
Mean  66,028,915  11,828,784  24,137,962 39.35% 39.14% 74.78%  0.70  1.57
Median  43,250,000  11,234,419  29,360,055 42.38% 33.51% 70.10%  0.55  1.44
Standard 
deviation  57,565,516  10,958,853  21,319,954 10.57% 16.05% 38.99%  0.48  1.15
Coeff. of 
variation  87.18%  92.65%  88.33% 26.86% 41.00% 52.14%  69.30%  72.79%
2007             
Minimum  12,000,000  91,424  135,253 29.35% 19.79% 31.05%  0.33  0.06
Maximum  206,476,120  58,193,551  118,813,299 58.34% 489.64% 165.73%  3.26  9.97
Mean  87,251,186  19,353,661  32,603,097 44.82% 74.65% 83.98%  1.02  2.13
Median  64,571,629  20,375,127  29,439,900 45.60% 50.91% 78.53%  0.66  1.18
Standard 
deviation  69,891,926  17,874,032  32,217,008 7.28% 111.75% 34.16%  0.88  2.81
Coeff. of 
variation  80.10%  92.35%  98.82% 16.23% 149.69% 40.67%  86.24%  131.89%
2008             
Minimum  13,139,600  318,852  151,226 32.44% 29.45% 45.58%  0.01  -1.87
Maximum  320,268,200  84,078,706  129,626,090 69.45% 161.38% 210.42%  3.14  4.94
Mean  135,526,928  29,073,239  44,491,609 50.46% 52.50% 110.88%  0.88  0.93
Median  114,500,164  22,508,996  45,060,435 50.05% 43.88% 102.27%  0.65  0.57
Standard 
deviation  101,991,910  26,470,776  37,341,777 8.27% 31.02% 42.96%  0.75  1.45
Coeff. of 
variation  75.26%  91.05%  83.93% 16.38% 59.07% 38.75%  84.90%  155.56%
 
 
Source: Our own findings. 
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The unearned premium reserve is determined monthly by 
adding the quota from gross written premiums, for non-
expired periods for the insurance contracts, so that the 
difference between the gross premiums and this reserve 
to reflect the gross premiums assigned to the fraction of 
the expired risks on the date of calculation. It was noticed 
that the evolution of the unearned premium reserves for MTPL 
class was similar to the evolution of the corresponding 
gross written premiums. It was obvious that the ratio 
between these two variables decreased from one year to 
another, so that in 2008 the gross written premiums were 
only two times higher than the corresponding premium 
reserves. In the earlier period, they were three times 
higher than the unearned premium reserves.  
The loss ratio can be determined for each insurance class, 
having a particular importance in assessing the economic 
and financial results of each insurer. Loss ratio for the 
MTPL class was determined as the ratio between gross 
indemnities paid for the MTPL class cumulated with the 
corresponding outstanding claims reserve, and the gross 
written premiums for the same class. The insurance for 
land vehicles together with MTPL class are the most 
important non-life insurance classes, although year after 
year the insurers intend to balance the portfolio by 
increasing underwritings for other non-life insurance 
classes. It can be found logical explanations for these 
circumstances: on the one hand, because the sale-
purchase transactions with land vehicles had a higher 
trend compared to the economic development of the 
country, and on the other hand, a significant part of the 
Romanian insurers’ network agents was focused on sales 
for land vehicles insurance, especially for MTPL class. At 
the same time, car insurance classes had the highest loss 
ratio. This problem gets worse due to the overvaluation of 
the vehicles' repair expenses by car services. 
The loss ratio for MTPL insurance class had a steady 
growth throughout the examined period, from 58% in 
2005 to 102% in 2008, on median values. A similar 
development occurred on the entire non-life insurance 
class, with increases from 67% in 2005 to 90% in 2008, 
also on median values, registering a higher volatility for 
the MTPL class. These higher and increasing values 
revealed a negative trend, with an important observation 
that the annual values still remained below 100%. 
The minimum values are at a low level, even reaching 0% 
in 2005, but it should be noticed that this value belonged 
to a company that recently entered on the MTPL market, 
“Generali". Also in 2007, the minimum value of 31.05% 
came from a recently company entered on the MTPL 
market, "Clal Romania Insurance-Reinsurance." 
The maximum values are high, exceeding even 200% in 
the first two years, and even if there was a slight decrease 
in 2007, reaching 166%, it returned, in 2008, to a 
maximum value over 200%. This maximum values, during 
the four years, matched to the same company, 
"Interamerican", as in the case of loss ratio. Moreover, this 
insurer decided to withdraw from the non-life insurance 
segment, starting from May 1, 2009, a wise decision in 
the context of registered losses, at least those related to 
the MTPL class.  
The average values increased quite rapidly, from 62% in 
2005 to over 100% in 2008. The median values 
sustained the average ones, with no significant 
differences between them. Moreover, in this analysis, this 
was the first financial indicator with a coefficient of 
variation having the closest values to the threshold value, 
which would correspond to a homogeneous data series. 
The decreasing trend was clear, from 76% in 2005 to 39% 
in 2008. 
In 2009, the gross indemnities paid had a growing trend, 
with 26% from the previous year (i.e. 20% in real values), 
due to an increased number of claim files. A similar 
evolution registered the average claim level, respectively 
with 15%, in real values in 2009 compared with 2008. 
The outstanding claims reserve has also increased, with 
about 28% in the same period of time. Also the gross 
written premiums for MTPL insurance class increased, no 
more than 20% (in nominal values), which raised the level 
of risk exposure and  explained, at least practically, the 
upward trend for the loss ratio, after the year 2008. Thus, 
the loss ratio for 2009 had reached 114%. 
In terms of loss ratio, the MTPL Romanian insurance 
market maintained its downward trend, with a direct and 
significant effect to corporate earnings. This growing trend 
for claims expenses had multiple causes, like the increase 
of costs for machine parts, the over-evaluation of vehicles' 
repair costs and, evidently, the increased number of 
accidents. The growing trend for the indemnities paid had, 
also, another important cause: the higher amounts paid in 
compensation for personal injury and death. 
“Compensation paid for personal injury in 2009 was 
higher than in 2008, when it only accounted for 3.38% of 
total. Gross indemnities paid for personal injury in 2009 
went up 66.24% in nominal terms compared with 2008” 
(ISC annual report, 2009). It must be mentioned here the 
extension of the compulsory insurance territorial coverage 
EEA-wide and the growing trend for the compensation 
limits, as established in the annual calendar for Romania. 
Establishing sufficient reserves and a suitable structure 
for the insurers' obligations is an essential aspect of the 
insurance companies' solvency. The premium and claim 
reserves are normally around 65% -70% of an insurer's 
balance sheet obligations. Given their importance for the 
specific activity of any insurance company, two specific 
indicators were calculated, to illustrate their adequacy, 
followed from 2005 to 2008: the unearned premium 
reserve adequacy and the outstanding claims reserve 
adequacy. Their evolution should be checked quarterly, 
taking into account the fact that the amount of both types 
of reserves must be adjusted monthly, according to the 
Romanian regulations. 
The unearned premium reserve adequacy is determined as a 
ratio between the unearned premium reserves and net 
written premiums (Constantinescu, 2005). If premium 
reserves are around 50% of net written premiums, the 
insurance company can be considered having an 
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appropriate size for this type of reserve, with an important 
role to maintain the risk exposure within reasonable limits. 
Analyzing the data for the period 2005-2008, the best 
case was in 2008, when, except three insurance 
companies which had values of 32%, 59% and 69% for 
this indicator, all other insurers had values between 44% 
and 55%. It can be observed an improvement from one 
year to another; in 2007 twelve insurers from a total of 
sixteen analysed companies recorded values close to the 
level of 50%. 
Regarding the minimum values it can be noticed a 
growing trend toward the recommended level, from 14% 
in 2005 to 32% in 2008. The maximum levels also had an 
upward trend, reaching the level of 69.45% in 2008, but 
from seventeen companies only two of them had recorded 
values which were somewhat further from the 50% 
threshold. 
The average values, supported by the median ones (there 
were no significant differences between them) support the 
tendency to reach the 50% level, recording an increase in 
all three years analysed, reaching, in 2008, the level of 
50.46% ( the average value), and respectively 50.05% 
(the median value). The unearned premium reserve 
adequacy had a low volatility and the values of the 
variation coefficients are below 35%, from 2006 to 2008. 
Consequently, these insurers can be considered 
homogeneous. 
The  outstanding claims reserves adequacy is determined 
based on the ratio between the net claims reserves and 
net indemnities paid (Constantinescu, 2005). On mature 
insurance markets, the indicator has values between 15% 
and 25% for "short-tail" insurance classes and may exceed 
300% for "long-tail" insurance ones (Constantinescu, 
2005). According to the Romanian specific regulations, 
the MTPL insurance class can be considered as ”short-
tail" one because the insurer is obliged to carry out the 
investigation of the accident within three months from the 
date of notice for the insured event, if the accident is not 
the subject of investigations carried out by the public 
authorities. In addition, it also stipulated that the 
indemnity must be paid by the MTPL insurer within 15 
days from the date on which the insurer has completed 
the required investigation for assessing the amount that is 
required to pay. 
All the levels recorded during the four analyzed years 
supported the closeness of MTPL to "short-tail" classes. 
The minimum values showed an obvious increasing trend 
in the analyzed period, most significant being the increase 
from 2006 compared to 2005 - from 0.86% to 18.70% - 
then the increase from 2008 compared to 2007 - from 
19.79% to 29.45%. The important increase recorded in 
the year 2006 over the previous year pointed out the 
tendency of normalization for this insurance class. In 
addition, the “Agras” undertaker, that registered the 
minimum value in 2005, was a subject for a takeover bid 
from “UNIQA” and “Unita” insurance companies. 
Previously, “Uniqua” took “Unita” from the “Vienna 
Insurance Group” (VIG), which owned 92.31% of “Agras”. 
Until that time, VIG had transferred “Agras”'s insurance 
portfolio to “Omniasig”. 
The maximum values also recorded a growing trend. In the 
years 2005 and 2006 the maximum levels for the 
outstanding claims reserve adequacy were relatively low 
(53.93% and 72.26%), but in 2007 was reached a very 
high value, approx. 490%, by the newly entered on the 
MTPL market that year, "Clal Romania Insurance-
Reinsurance". In 2008, the same insurance company 
registered the maximum value. The median values, with 
less spectacular developments, ranged between 33% and 
51%. 
The solvency ratios disclose an insurance company's ability 
to meet its obligations towards its policyholders. As banks 
have to maintain a balance between loans and deposits, 
so do the insurance companies have to maintain a 
balance between their written premiums and share capital 
(Constantinescu, 2005). The ability to cover all its debts is 
very important, but for the insurance companies it is more 
important, due to the social implications for this particular 
economic sector. 
First indicator computed for the period 2005 - 2008 is the 
casualty ratio, known as "Kenney's second rule". The 
proportion between gross written premiums and net 
assets must not exceed the ratio of 2 /1. The insurers 
"Agras" and "Astra" are missing from the analysis of the 
casualty ratio, due to lack of information regarding their 
net assets, in all three years. For "Asiban" insurer it was 
possible to calculate the casualty ratio only for 2006 and 
for "Romas Ceccar / OTP Garancia" and for "Carpathian 
Insurance", only for the year 2007. 
The minimum values were very low, but in 2005 and 
2007 these are explained by the fact that these values 
belong to a recently entered company. The maximum 
values exceed two to three times the recommended value, 
and even more in the year 2007. The maximum value in 
2005 is 5.67 and was registered by “Omniasig Vienna 
Insurance Group”, but, in the following years, this 
company managed to overcome these problems, 
registering a casualty ratio below the recommended level. 
A similar case was “BT” insurer, which registered a value 
of 9.97 in 2007, which was an exception during the four 
analyzed years. 
The average values were below the recommended level in 
the period 2005- 2006, with a higher value in 2007. The 
result from 2007 was significantly influenced by some 
excessive values of the casualty ratio for several 
companies. In 2008, the average casualty ratio 
significantly decreased below the recommended level. The 
median values demonstrated a decreasing trend over the 
period 2005-2008, from 1.46 to 0.57. Because these 
values are below 2, it can be concluded that the 
Romanian insurance companies from the MTPL market 
had established a proper capital structure and had a good 
capacity to issue insurance policies. 
The United Kingdom has developed a financial analysis 
method that consists in the calculation of some coverage 
90ISSUES AND CHALLENGES FOR THE ROMANIAN INSURANCE MARKET:  
RISK AND RETURN ANALYSIS  
 
ratios. These indicators report different balance-sheet 
indicators to gross written premiums. For this study, it was 
used the coverage ratio which recommends that the 
cumulated values for the outstanding claim reserves and 
net assets, must cover the gross written premiums of 2.5 
times or more. This ratio was determined using 
appropriate indicators for non-life insurance class, as in 
the case of the loss ratio, because the required indicators 
were not available just for the MTPL class. 
The minimum values were very low and tend to remain 
constant, ranging around 0.3 in the analyzed period, with 
a significant decrease in 2008, to nearly zero. Except the 
year 2006, the maximum values exceeded the optimal 
level of 2.5 during the rest of the period. It must be 
noticed that the companies that register those maximum 
values were the only ones that exceed the 2.5 level during 
this period ("ABC Insurance" in 2005, OTP in 2007 and 
"Insurance-Reinsurance Clal Romania" in 2007 and 
2008). 
The average values are well below the level of 2.5 (the 
highest average value of 1.02 was recorded in 2007). The 
median ones had lower values, the largest being in 2007, 
about 0.66. 
The recorded values for the coverage ratios revealed that 
these companies have shortcomings in this area, an 
adjustment for the outstanding claims reserves or for the 
share capital, or for both of them being necessary, in 
relation to the income level coming from the gross written 
premiums. 
To analyze the solvency for each Romanian insurance 
company, ISC developed different regulations for life and 
non-life insurance classes. Thus, in addition to the 
analysis of casualty and coverage ratios, the evolution of 
the solvency ratio was analyzed. 
The solvency ratio is a relation between net assets and 
the required solvency margin, with a recommended level 
of 2. The required solvency margin is the minimum level of 
net assets and it is determined differently, depending on 
the country specific regulations. Although it is obvious its 
importance from the policyholders’ perspective, beginning 
with 2005, ISC reports contained no information regarding 
the solvency ratio. This situation reflects a lack of 
transparency, mainly at the level of the insurance market 
supervision authority, but the same criticism might be 
addressed to the Romanian insurance companies, since 
only some of them publicly disclosed the half-yearly levels 
for the solvency ratio. Thus, the database used in this 
study included only six companies in 2005, eight in each 
of years 2006 and 2007, and only seven in 2008. 
The importance of this ratio is even greater because, 
according to the regulation regarding the methodology for 
solvency margin, the minimum solvency margin and the 
security fund, with the latest changes in the period 2008 - 
2009, every insurer is required to determine and 
communicate to ISC its financial situation and the 
minimum solvency margin, within 48 hours of the request. 
If the available solvency margin decreases below the 
security fund value, the board of administrators and /or 
the board of directors are/is forced/ obliged to organize 
an Extraordinary General Meeting to increase the 
company's share capital, afterwards presenting both a 
detailed analysis of the factors that lead to this situation, 
and a detailed plan of action that the company will take in 
order to improve this circumstances, for a at least one 
year. 
By analyzing the solvency ratio's minimum values it can be 
observed that, during the entire period of time, some 
insurers had encountered difficulties, because they 
registered levels under the recommended one. 
Companies like “Asiban” or “Allianz” solved rapidly this 
problem, within a year or two, while other ones 
perpetuated this situation for several years (i.e. “Ardaf”, 
“Asirom”, “Asitrans”, “BCR”, etc.) 
The maximum values have an upward trend during the 
period 2005-2007, with a slight decrease in 2008, always 
  Table 3 
Solvency and liquidity ratios for the Romanian insurance companies (from MTPL class)  
during the period 2005-2008 
 



















Minimum  1.24  1.30  0.49 0.91 1.05 1.04  1.10  1.19
Maximum  3.12  3.03  4.60 6.96 9.30 13.92  8.20  11.15
Mean  1.98  1.98  2.07 2.72 2.62 3.54  2.95  3.54
Median  1.91  2.02  1.80 2.28 1.40 1.21  1.88  1.95
Standard Deviation  0.69  0.64  1.22 1.84 2.86 4.52  2.51  3.52
Coeff. of variation  35.09%  32.54%  58.86% 67.67% 109.30% 127.86%  84.98%  99.61%
 
 
Source: Own processing based on ISC data 
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above the recommended level. However, the average 
values might reveal a relatively stable situation, the 
volatility levels and the coefficients of variation over 35% 
provided more substance for the median values. The 
median value nearest to the recommended level was 
recorded in 2005, even having a downward trend from 
one year to another, reaching 1.4 in 2007. In light of these 
figures, the Romanian insurance market was not as stable 
as it seemed if the analysis was made based on its 
average values. There was a slight recovery in 2008, but 
without reaching the recommended value, according to 
ISC regulations. 
The liquidity rate can be considered in the same area of 
risk analysis for the insurance market, with specific 
regulations issued by the ISC, as the case of solvency 
ratio. Determined as a ratio between liquid assets and 
certain short-term obligations, the indicator should have 
the level of at least 1. The minimum values for the MTPL 
insurers, with available information posted on their 
websites, underlined that, generally, they achieved the 
required level, with the exception of the year 2006. The 
“Ardaf” company, which faced persistent problems related 
to the solvency ratio, proved that it was experiencing 
liquidity problems, too, but unlike the solvency issue, the 
liquidity was just in the line, in the following year. 
The maximum values had a growing trend from one year 
to another and always recorded higher values than 1, 
reaching almost the level of 14 in the year 2007, followed 
by a slight decrease in 2008. The average values, 
although lower, had the same growth tendency as the 
maximum ones and were always above the required level. 
The medians values, although they do not support the 
average ones, due to the discrepancies between them, 
exceeded the level of 1, during the entire analysed period. 
These statistics pointed up, on the one hand, the 
heterogeneity of these data series, and on the other hand, 
for the insurers from the MTPL class, the fact that the 
liquidity requirements are basically fulfilled.  
4. The Analysis of the Correlations between 
Different Financial Indicators for the Insurance 
Companies in Romania from the MTPL Class 
During the Period 2005-2008 
The main goal pursued in this part of the study was to 
analyze the correlations between different financial 
indicators and, finally, to draw conclusions about the risk 
and return for these Romanian insurance companies. The 
complete list of financial indicators which were analyzed 
included the subscribed share capital, the MTPL class 
gross premiums, the financial result (profit /loss) of the 
MTPL class, the technical result for non-life insurance 
class, gross indemnities paid for the MTPL class, the 
outstanding claims reserve and the unearned premium 
reserve for the MTPL undertakings.  
The applied methodology involved the calculation and 
interpretation of the Pearson correlation coefficients 
between the above mentioned financial indicators. A 
similar method was applied in previous studies for the 
Romanian insurance market (Dragotă, 2006; Dragotă et 
al., 2006; Şerbănescu et al. 2007; Dragotă et al., 2008). 
The present study differed from the previous ones, 
primarily by the fact that analyzed particular aspects of a 
single insurance class, while previous studies analyzed 
either non-life or life insurance class, as a whole. 
Moreover, these correlations were pursued for a period of 
four years, which allowed for potential favourable or 
unfavourable specific developments to be identified for 
the MTPL insurance class. 
The statistical analysis was based on the Pearson 
correlation coefficients matrix. This coefficient can takes 
values between [-1, 1], which reflects the intensity of the 
relationship between two different indicators. In Table 4 
were presented the main results of this study, more 
specifically the correlation coefficients values for those 
insurers who have underwritten MTPL policies. 
 Table  4 
Domains with cost coefficients 
 
Financial Indicators  2005  2006  2007  2008 
Gross written 
premiums and 
financial result for 
the MTPL class 
0.9708  0.9669  0.9570 0.8582
MTPL gross written 
premiums and 
technical account for 
non-life insurance 
class 
-0.0372  0.1038  0.0273 0.0201
MTPL financial result 
and subscribed 
share capital 
0.3666  0.5946  0.4880 0.0390
Technical account 
for non-life 
insurance class and 
subscribed share 
capital  
-0.2977  -0.4422  -0.1289 -0.3853
MTPL gross 
indemnities paid and 
outstanding claims 
reserve 
0.8332  0.7969  0.8992 0.9321
MTPL gross 
indemnities paid and 
unearned premium 
reserve  
0.8522  0.9357  0.9341 0.9499




0.9099  0.9290  0.9729 0.9644
Source: Our own findings 
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Based on values for these correlations coefficients 
between seven financial indicators, for the period 2005-
2008, the most important conclusions were: 
1)  A very strong and positive correlation between the 
MTPL gross written premiums and the corresponding 
financial result. Very high values for these correlation 
coefficients were registered, close to 1, in all four 
analyzed years. First of all, the mathematical argument 
can be given in this case because an important part of 
the financial result was just the gross written premiums. 
But the efficiency of the insurance companies' activity 
can also be analyzed, expressed by this financial result 
for the MTPL class. A  slightly but continues decrease 
can be observed from one year to another, so the 
positive trend of the revenues was affected by an 
increase of expenses due to the indemnities paid. 
2)  Low intensity correlations, close to zero (in 2005 the 
coefficient of correlation is negative and slightly positive 
in the previous years) in all four analyzed years, between 
MTPL gross written premiums and the technical result 
for non-life insurance class, as a whole. It is a surprising 
result, taking into account the high intensity of the first 
relationship previous analysed. These extremely low 
values of the correlation coefficients, in a general 
context in which the MTPL insurance is the second most 
important component for non-life insurance class, 
proved that a policy of rapid growth in the volume of 
gross written premiums did not engender a similar 
increase in profitability, at least on a short-term. The 
main problem for MTPL insurance class remained the 
yearly increase for the indemnities paid, due to different 
reasons, as it was previously shown in this study. 
Moreover, it can be noticed that although gross written 
premiums increased from one year to another, at least 
after 2006, the positive impact on profitability was far 
too low for the whole non-life insurance class. 
Strong correlations were identified in the studies of 
Şerbănescu  et al., 2007 and Dragotă  et al., 2008 for 
financial indicators calculated for non-life insurance 
class for previous years, i.e. 2003-2004. For the year 
2005 the correlation coefficient was positive, but with 
very low intensity (only 0.16). An opposite situation was 
recorded in 2005 for the life insurance class. Life 
insurance are technically different, insurers take 
decisions based on a long time horizon, so for only one 
year of insurance it is likely that the high level of the 
insurance premiums cannot reflect immediately in 
current financial result. 
3)  Relatively strong and positive correlation between the 
MTPL financial result and the subscribed share capital in 
2005-2007, followed by a totally different year - 2008, 
with these two indicators having almost independent 
evolutions. A similar situation was identified in previous 
studies for Romanian non-life insurance market, with 
changes in the correlations' direction or in its intensity. It 
can be appreciated that a high level of the subscribed 
share capital could have a positive influence on the 
financial result. Also, may be considered only a 
necessary but, by no means, a sufficient condition. The 
share capital gives financial stability, a strong company 
image, but the occurrence of insured events on a large 
scale and of high intensity can generate, even to such a 
company, an insufficient financial result. Thus, it could 
be explain the weak correlation between these variables 
in the year 2008. Large companies, with a solid share 
capital, can attract more customers, taking into account 
their financial stability, which may increase the 
reputation of those companies. But underwriting more 
policies must come with an extremely efficient 
management of claims, so that the higher incomes not 
to be affected by these increasing expenses.  
For the Romanian life insurance market, previous 
studies proved that the instability was even higher, 
switching from the negative correlations to positive ones 
in certain years, and from stronger correlations to 
weaker ones in just three analyzed years.  
4)    A very strong negative correlation between the 
subscribed share capital and the technical account for 
non-life insurance class in the years 2005, 2006 and 
2008, and a negative correlation, but with low intensity, 
in 2007. It came out that at the level of the technical 
account for non-life insurance class, the impact of a 
higher share capital did not occur; on the contrary, 
between these variables was identified a negative linear 
relationship, pointing out that the share capital was not a 
determinant for the financial result. This correlation must 
be analyzed over the coming years to see what the true 
meaning and intensity of the relationship between the 
two indicators will be. 
5)    A positive and strong correlation between gross 
indemnities paid and the outstanding claims reserve for 
underwriters from MTPL insurance class, for the entire 
analysed period. This strong dependence is obvious 
because the outstanding claims reserve is set up just to 
cover the indemnities paid, and their increase must 
involve a similar trend for the claims reserve. It can be 
noticed that the highest value for this correlation was 
registered in 2008; it seemed that a prudent 
management during the crisis had a quite important 
influence. On the other hand, for the analysed sample of 
insurers revealed that the outstanding claims reserve 
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could not fully cover the amount of insurance 
indemnities paid at the end of the year. The usefulness 
of different types of reserves is thus explained, as the 
correlation coefficients between indemnities paid and 
the premium reserve revealed. 
6)    A positive statistical relationship between gross 
indemnities paid and the unearned premium reserve for 
undertakers from MTPL insurance class. For the entire 
analysed period the direction and intensity of this 
correlation remained relatively constant, with a notable 
slight increase for the year 2008, as an expression of a 
prudent risk management assumed by these insurance 
companies. 
7) A positive and strong correlation throughout the entire 
analyzed period, between gross written premiums and 
the unearned premium reserve for the same 
undertakers. These intense and positive correlations 
together with those mentioned in the previous 
paragraph, explained that the Romanian insurance 
companies which have underwritten third party liability 
insurance policies showed caution in their activity for 
setting up their reserves. 
 
5. Conclusions 
Romanian MTPL insurance market is a heterogeneous 
one. Mathematically, this heterogeneity is illustrated by 
the most part of the coefficients of variation which were 
analyzed, that exceeded the threshold from homogeneity 
to heterogeneity. There are significant differences 
between the insurance companies from our sample, 
differences in terms of revenues (premiums), expenses 
(indemnities paid), and the financial results that they 
achieved or in terms of their financial stability. The 
homogeneity of data series can be observed 
infrequently, for limited cases as for loss ratio and for 
outstanding claims reserve adequacy and only punctual, 
in 2005, for the solvency ratio and liquidity rate. There 
are also companies whose situation became worse, but 
also companies, whose situation was improved.  
As a rule, the Romanian insurance market is still 
growing, and the motor third party liability class is 
consistent with the non-life insurance market, as a 
whole, although the third party liability coverage 
achieved slight increases over the four analyzed years. 
The Romanian MTPL insurance market has a growing 
trend, currently restrained by the economic crisis and 
can be described as heterogeneous and concentrated. 
The determinants for the development of this insurance 
product are multiple and varied, from the evolution of 
the loss ratio or for the particular regulations concerning 
the minimum level of share capital, to the development 
of the auto park or a correct evaluation for the repair 
prices from the part of the car repair shops. 
In the year 2008, the MTPL insurance market suffered 
from the economic crisis, an important determinant 
being a slow down in car production. The total domestic 
car production, almost entirely dominated by “Dacia”, 
decreased by 39% in November 2008 and the Dacia-
Renault car factory was closed and reopened three times 
that year. It had also been influenced by developments 
in auto imports, also due to lower sales. However, the 
effects of the economic crisis are not felt as strongly in 
the insurance industry as in other affected areas. In a 
general analysis with 26 European countries, as well as 
in a broader context analysis, with 42 countries in the 
world, Romania stands out, with a steady growing trend 
for non-life insurance sector. Moreover, this increase 
continued in the following years, despite the financial 
crisis, and the non-life insurance penetration rate 
reached the level of 1.47% in 2008 and 1.54% in 2009. 
However, the analysis of the insurance penetration rate 
in Romanian brings into light a country lagging behind 
many countries in the world, even if they were from 
Central and Eastern Europe. 
In Romania, for the MTPL insurance class, the gross 
written premiums increased even in 2008, as well as the 
indemnities paid, but the financial result remained 
positive for all companies. Not the same conclusion can 
be drawn for non-life insurance class, as a whole, with 
many insurers registering losses year after year.   
The main problem for the MTPL class remained the 
spectacular and negative loss ratio evolution from one 
year to another, which will further affect the financial 
results. Premium and claims reserves increased from 
one year to another, and the particular financial 
indicators for the adequacy of these reserves were, with 
some exceptions, within the limits recommended by the 
financial literature.  
If the casualty ratio showed a share capital adequacy to 
gross written premiums, other solvency ratios such as 
coverage ratio or the solvency rate proved the weakness 
of this class, maintained during the four analyzed years. 
In terms of liquidity, with few exceptions, insurance 
companies have met the legal requirements. 
In summary, the correlation coefficients, determined for 
the period 2005-2008, highlighted some important 
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conclusions: (1) the MTPL class had features as against 
both the non-life and life insurance classes as a whole; 
(2) the increase of the share capital did not 
automatically lead to better financial results; (3) the 
strategy for increasing the market share must be 
undertaken with caution, to not affect the company's 
financial results and (4) insurance companies, which 
underwrite MTPL policies, conducted a prudent 
management method, setting up both premium and 
claims reserves, in direct correlation to the amount of 
the indemnities that were subsequently paid.
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